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SUBJECT: Manufacturers’ Investnment Credit/Delete Repeal Date to Extend Indefinitely

SUMVARY

This bill would remove the repeal date fromthe Manufacturers’ Investment Credit
(MC), extending the credit indefinitely.

This bill would also add a provision to the Revenue and Taxati on Code that would
excl ude any revenue | osses resulting fromthe changes to the MC made by this
bill fromestimtes used by the Departnent of Finance for purposes of the Vehicle

Li cense Fee (VLF). This provision is not discussed in this analysis since it
does not imnpact the prograns adm nistered by the departnent.

EFFECTI VE/ OPERATI VE DATE

As a tax levy, this bill would becone effective i medi ately upon enactnent and
woul d apply to taxable or inconme years beginning on or after January 1, 2000.

LEG SLATI VE H STORY

SB 671 (Ch. 881, Stats 1993) added the M C to the Revenue and Taxati on Code.

SB 676 (Ch. 751, Stats. 1994) made clarifying changes to the MC. SB 975

(Ch. 91, Stats. 1995) was a code mmintenance bill; it made technical changes to
the MC. SB 38 (Ch. 954, Stats. 1996) expanded the M C by: (1) adding

sem conduct or equi pnent manufacturing and certain aerospace nmanufacturing to the
definition of “qualified taxpayer” for the special purpose buil ding provision;
and (2) addi ng taxpayers engaged in certain biopharmaceutical and biotech
activities to the definition of “small business.” SB 1106 (Ch. 604, Stats. 1997)
was a clean-up bill for SB 38; it nmade technical changes to the MC. AB 2798
(Ch. 323, Stats 1998) extended the M C to manufacturers of custom or prepackaged
conmputer software. SB 1229 (Ch. 987, Stats. 1999) nmade clarifying changes needed
as a result of AB 2798.

AB 2461 (2000) would make four changes to the MC, including a change to renove
the repeal date and the manufacturing enploynent evaluation fromthe MC,
extending the credit indefinitely.

AB 473 (1999/2000) as introduced would have deleted the M C repeal date. As
anmended, AB 473 would extend the M C repeal date to January 1, 2004. AB 473 is
in the Senate Appropriations Commttee.
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SPECI FI C FI NDI NGS

Existing state law allows qualified taxpayers a credit, known as the MC, equal
to 6% of the anpbunt paid or incurred after January 1, 1994, for qualified
property that is placed in service in California.

The M C will becone inoperative on January 1, 2001, or on the January 1 of the
earliest year after 2001 if the total enployment in manufacturing in this state
does not exceed by 100,000 jobs the total enploynment in manufacturing in this
state on January 1, 1994. The Enpl oynent Devel opnent Departnent (EDD) is
required to report to the Legislature annually on this determ nation.

This bill would renmove the repeal date and the manufacturing enpl oynent
evaluation fromthe MC, extending the credit indefinitely.

| npl enent ati on Consi derations

I npl enentation of this bill would occur during the departnment’s nornal
annual system update.

Techni cal Consi derati ons

This bill would delete subdivision (i) and renunber subdivisions (j) and
(k). Subdivisions (j) and (k) provide operative dates for specific changes
made to the MC since its original enactnent. Since these subdivisions
contain the phrase “the anmendnents nade by the act adding this subdivision
shal | be operative” and this bill would renunber those subdivisions,
taxpayers may have difficulty determ ning when the previous changes becane
operative. Anmendnments 1 through 4 would resolve this issue by citing the
specific |l aws that changed the MC.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

This bill would not affect Personal Inconme Tax (PIT) or Bank and Corporation
Tax (B&CT) revenues. The current law MC will sunset only if enploynent in
manuf act uri ng, not including aerospace, on January 1, 2001, “does not exceed
by 100,000 jobs the total manufacturing sector enploynment in this state on
January 1, 1994.” Enploynment in manufacturing increased by 136,000 between
1994 and 1997. It seens safe to conclude that the targeted increase will be
met and that the current law MC will remain operative indefinitely beyond
2001. Thus, unless a mmjor change in the econony occurs, extending the
sunset date indefinitely would not affect PIT or B&CT revenues under the
current |aw conditions.
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PROPCSED AMENDMENTS TO SB 2145
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AVENDMENT 1

On page 15, nodify lines 29 and 30 as fol |l ows:

The anmendnents nmade by theaet—addingthis—subdivision Chapter 954 of the

Statutes of 1996 shall be operative for taxable years begi nning

AMENDMENT 2

On page 15, nodify lines 34 and 35 as fol |l ows:

(j) The anmendnents made by the actaddingthis subdivisien Chapter 323 of

the Statutes of 1998 shall be operative for taxable years begi nning

AMENDMENT 3

On page 28, nodify lines 31 and 32 as fol |l ows:

The anmendnents nmade by theaet—addingthis—subdivision Chapter 954 of the

Statutes of 1996 shall be operative for incone years begi nning

AMENDMENT 4

On page 28, nodify lines 36 and 37 as fol |l ows:

(j) The anmendnents made by the actaddingthissubdivisien Chapter 323 of

the Statutes of 1998 shall be operative for incone years begi nning




